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' OFFICE OF REPORTS AND ESTIMATES, CIA
FAR BAST/PACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS NO. 17
WEEX OF 31 AUGUST - 6 SEPTEMBER 1948

SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOPUENTS

' The return to Tokyo after a thirteen month absence, of Lt. Gen.
Derevyanko, the USSR member of the Allled Counecil for Japan, presages
inoreased Sovietepotivity in Japen (page3 ).

A sigegbls reduction or possibly o major withdrawl of Soviet forces
from North Korea is indicated by the patiern of recent evente (page3 ).

While the military situation in China remains quiet, Chiang Kal-sghek
hes indiceted his concern over future developments by requesting addiw
tional US aid for his armies in North China (puge ¢). The Communist have
further consolidated their poeition in that erea by recently establishing
a People's North China Government (pape 4). In external relations, there
%a evide)moe that China is adopting a stiffer attltude vis-a-vig the USSR

pare Bl

In Indochina the indeeislve French policy is expected to lead to a
more critical situation (page7y ). _
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SIrTARY (eontinued)

The 'S Embassy in Rangoon, in view of the development of serious
difficulties between Karens and Burmans, has recosmended delaying
action on a request for large quantities of US arms and equipment. (pageg Yo

The amnesty merry-go-round in the Philippines has entered a
decisive stage as result of a Huk leaderts support of Soviet policy

(page10).
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apevyanka's ryelurg pie nereagsed Soviet-activity i ne Ideuten- UB"
ant Generel Kuzma N, De o, the USSR member of the Allied Council for .
Japan, returned to Tokyo on 31 August, 1948 after a thirteen months absence
in the USSR. Undoubtedly Derevyanko returns from Mosecow thoroughly indoc~
trinated with the latest political strategy and party 1lines, The Soviets
in en inecreased effort to embarrass the Qooupation may be expected to con~
centrate on activity in the Allied Council for Jepan which they utilize as
a bosrd and political guidance to the. Japanese Comnunist Party
(JCP). Party activity may now be expected to multilply in the form of::
(1) more outspoken critioism of the Occupationg (2) increesed labor agi~-
tation directed against Japanese Government restrictions on Government
Foployees' unions; end (3) continued public eritlciem of the Government
for Japan®s present economic conditicns.

Coincidental with Derevyanko’s return, the JCP on 1 September demanded,
for the first timo, an early peace treaty. The Party demands, appealing to
pationalistic sentiments, include the complete withdrawal of occupation
forces and complete economic and political independence, the recognition
of Japan®s right for self-defense and the restoration of all islands that
racially and historically belong to Japan.

sizegble reduction ya8ibly a meior withdrawal of Soviet forceg LIOm
North Eores is indicated by the pattern of recent eveats. Movements of
Soviet troops and dependents started early in May 1948 and on 8 June the
Soviet High Commend announced that there would be a reduction in the Soviet
Army in North Korea., Analyeis of reports of truck and rall movements of
Soviet personnel prior and subsequent to the 8 June announcement, reduction
3n Soviet officer strength, command changes, transfers of Soviet equipment
%0 the North Korvean Peoplefs Army, the gradual replacement of Soviet Army
units by People's Army contingents at the 38th Parallel, the 25 Augusi
election to make official the existing North Korean govermment and the
growing insistence in Soviet propaganda calling for vithdrawal of all
foreign troops from Korea suggest the consolidation of Soviet troops to
permit easy withdrawal in the near future, Such a move would be legleal
and well timed, considering that the Sovlets already have accomplisbed
such objectives as the institution of a Soviet-type Government, the crea-
tion and training of en army, the enactment of social reforms, and police
control of the populace. The efficlent execution of the 25 August election,
. madeé to appear as including both North and South Korea, and the withdrawal
of mozt of Soviet forces in North Kores could be gtrong diplomatic and
propagende erguments at the fortheoming United Nations session in Paris,
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Nanking requeats military eid for North China. CHIANG Fai-shok has HAN
indicated to top S olficlals ﬁIe desire to increase shipments of arms L
and equipment to North China. The Generalissimo's apparent revarsal
vig-aw=vis North China is probably based om the realization that further
fallure on the part of the Nenking Govermment to make some attempt to
alleviate the ourrently precarious situation of the North China foroces
will undoubtedly lead to complete alienation of the northern lesders
with the resultant realization of North Chine separatism and the possible
formation of a North China coalition with the lommunists. Further, the
loss of North China would necessitate the cancellation of the ourfently
rocommended ECA program in that ares, with a resultant inecreasing US
reluctance to continue assistance to the dieintegrating Nanking regimo.

No major actions disturbed the general milite quiet pervading the non
olvil™war fronts of Ohiva during the past wesk, Tge Tationaliste enjoyed
some local sucoesses, especially in thé mid-Hen region of northwest Hupeh
vhers they recaptured Laohokou and Paiho. Apparently coal shipments from

the Kailan mines were the only real casualty of the recent, well-publicized
ettempt by Fu Tso-yi to drive the Communits from eastern Hopeh. Requisitions
by the military of avallable rolling stook on the Tientsin~Chinhsien Rail.
road resulted in a virtual ocurtailment of shipments for the period of the
drive. Fu, lacking adequate mambers of regmlars with which to effectively
garrison newly won areas, has been forcéd to withdraw and the Communists

are now returning tc these old base areas. Thus the status quo ante has
been restored: the Nationslists, woakened by a divided command, are unable

- to prevent periodic Communist interdiotion of the vital coastsl rail line

from Tientsin to Chinhsien.
/ _

A Communist North China People's Govermment hag been formed as a A"
result of the North China Provieional People's leproGentative CONZress.
The Congress comprised 541 eleoted representatives including Demooratis
league members, loslem leaders and delegates from organizations in Na-
tionalistag well as Communist areas. The Moslem minority elected their
own represgentatives which indicates that the Chinese Communists are
utilizing a minority polioy resembling that of the USSR. The Comgrees
elected 27 persons to a North China Govermment Council with 12 additional
seats to be filled by members from areas yet to be "liberatsd". Drefts
for organization of the new government were adopted at the meeting., The
formation of this government is d milestone in Chinese Communist orranizaew
tion and, according to the Communists, is o forerumnor of an "All-Chine
- Peoplets Governmont.” The status and jurisdiction of this goverrment is not
olear, but the Commumists appear to be meking progress in consolidating

their administretive machinery.
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Construcilon on the Dairen-Kirin Railway is being pushed by the wgn
arrival of increasing nmumbers of Soviet workmen, rallway officials and :
families in the ares appears to be linked with the railway construotion. 25X1C
Russian tanks and truoks were also reported in the area., While the :
nature and extent of Soviet activity is a highly speoulative issue, this
is the first report of Soviet railroad construction that masy be given some
oredence, The feverish activity on the railroad,r

25X1C | Imay be betweon Kirin and Meihokou, probably aimed at
opening a supply route %o Deiren. The opening of such a route is dependent,
however, on the Communist oapture of Mukden since construotion of & rail-
. road bypassing this key city would be extremely diffioculd,

A more firm Chineee Government attitude toward the USSR, on the swrface "A",
at least, may be seen in Wanking's decision to serve notice of termination
of the Sino-Soviet Air Agreemsnt of 1939, end in the report that the Soviet
Ambassedor and the Chinese Foreign Miniater have rocently held several
conferences vis-a-vis fubure Sino-Soviet relations.

Under the provisions of the Sino-Soviet Alr Agreement of 1939 the Alma
Ata=Hami Air Line, routed via Tihwa and Ining, in Sinklang was established.
This arrangement wag ostensibly a joint Sino-Soviet enterprise but actually
proved to ba & Soviet monopoly with the Chinese being excluded from adminlg-
{rative and operational functions of tho air line.

Tn Menchuria the joint Sino-Soviet operation of the Chinese Changohun
Railway, 62 provided in the Sinc-Soviet Treabty of 1945, has long been a farce.
No vestipe of joint control exists, nor has any effeotive Chinese adminis-.

. traticrever beon allowed in the closed port of Daireu.

Although the National Government now appears to be disposea TGO resisv
theze Soviet enoroachments, it is believed that the Govermment will not be
. adamant in insisting on China's sovergignityend treaty rigkts in eny attempt
- - to nullify these pemetrations. In Uhe f£inal analysis Nenklng will probably
agree %o some face saving compromise which will not assentia%ly wealken the
Soviet poaition vis-a=-vis China. :
The outoone of the National Govermment's new economis program—a "B"
desperato gambie to BULAvO Oil runaway inf{ation-~s%ill renmains in question, ’
The new currency and economic controls will, at best, provide the Govern~
ment with & breathing spsll during which it may be able %o attack some
fundamental economioc problems. The grave danger is loss of public confidence
in the new money, resulting in resumption of the inflatiomery spiral, and
an inevitable economic collapse of the prosent Government,

To strengthen the new currency, the Government will use the forsign
currencies and precious metals exchanged for gold yuan as additional “hard"
backing., The Govermment also has blockaded Shanghal to prowemt the fiight
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of commodities, gold, silver, and foreign exchange; ls attempting to
supervise commercial banks more closely; end reduce public expenditures.

an carnest effort apparently is being made to reglster private Chinese
holdings abroad.

lcanwhile, the program is being imperiled by those persons who
would seem to gain most by preserving the Fational Goverrment; big
businessmen, civil and military officials, and political hangsrs—on.
Alrcady there is evidenoce of large-scale hoarding and speculation.
Substantiated reports indicate highly placed individuals made huge profits’
on the currenoy conversion. Although the Govermment has made some arrests,
there is considerable doubt that charges will be pressed against the more
powsrful, hence more flagrant offenders. '

Since large-scale hoarding and speculstion in commodities are forces -
which oan motivate inflation, and since any subatantial price inoreases will
be refleoted in a general flipght from the gold yuan to commodities, the
aotivities of the corrupt, shortsighted elemente in the National Goverrment
contain the seceds of early collapse of the new ourrencys

Inclusion of North China in the allocation of US Ald Reconstruotion wee
funds was armounced by ECA on 1 Sep 48, 1he firset projects approved by
ECA wore allocated approximately $1,000,000 each, They are the Kallan lMining
Administration, the Tientsin-Peiping Power Company, the Yangtze Power Company
and the Teiwan Sugar Company. Although small, these grants will be suffioclient
to ensure their continued operation. The Kallan Mining Administration is
perhaps the most urgent reconstruction projeot approved, as its equipment
has deterioratsed so far that a breakdown of mining operations is threatened.

Bty
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INDOCHINA

Indecizive French no oxpected to lead to contimn deterioration, "B®
Upon his return to Salgon from France on 2 September, ﬁWww
Emile Bollaert reiterated his position that the 19 August French Assenbly
vole was practically equivalent to ratification of the 5 June Framo~Tiet~
namese protocol, Despite this statement, however, reaction in Indochina by
same membera of General Xuan's provisional government continued to be that
of fear and discouragement and ineluded threats of resignation, The position
of the Socialist Pariy in France, which insists that negotiations ruat be
eonducted with "all spiritual and political families of VietnaMseeeooveessco
who have any authority in Indochina® appsrently has led some anti-Ho nation-
aliste to bélievo that the French may be negotiating c¢landestinely with
Ho Chi llinh, However, Bollaert has declared that representatives of "total-
itarian® organizations will not be included in the groups with which tho
French are ready to treat and Premier Schumsn has insisted that the policy
as stated by Andre Marie and acceded to by the French Assembly will stand.
Jotwithatanding these statements by Bollaert and Schuman, it can be expected 25X
that French policy will remain indecisive and that the situation in Indechina
will eontinue to deteriorate.
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—equest for arms received by U'S Timbassy. ™n 4 September the US re~-  naw
25X6 ceived a request through the 'S Embassy in Rangoon to supply the Burmese

Government with 5,000 earbines, 2,250,000 rounds of ammunition and 150 jeeps

‘ with two years reserve of spare parts, The reguest for these ;i

25X6 are avallable only in the US, |

: The UIS Embassy, Rangoon was at first inclined to recommend approval,
but with the development of serious difficulties between Karens and Rurmans
the “mbassy has recommended delaying action until there is c¢learer evidenste
that the arms would be used to suppress Communists,

Karen-Purman troubles add to confusion. The Karen minority problem, "B®
which has been npotentia exnlogive ever since NMurma became independent
because of centuries of animosity between Karens and Purmans, has now be-
come extremely serious. On 1 September, the Karens of the Tenasaserim Di-
vision of Southern Burma, rebelled apgainst the Durmese flovernment and, with
the ald of Karen members of the I'mion Military Police, captursd the important
towns of "oulmein and Thaton. The rebellion was precinitated by the attemnts
of unpopular and untactful Government officials to disarm local Karen village
puards. Although the intervention of Karen leaders has at least temporarily
halted the uprising, the danger of Karen-Durman communal strife has by no
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A (eontinued) .

means been removed, The development of such a emflict would make the
prasent fovernment!s already precarious pogition even more untenable, and
almost insure its early overthrow, The result would be the breakdomn of all
administration and complete chaos. _

The Karen National Unilon (ENU), which is supported by a majority of the
ostimated 2% million Karens, claims to be in conirol of large areas of Fastern
and Southern Purma. The KU is strongly anti-commnistic, and does not de- -
sire to fight the Government so long as communism econtinues to be suppressed,
“evertheless, the ¥NII 1s obvicusly taking advantare of the fovernmentts diffi-
culties to press its owm demands for an independent state or & semi~-independent
state in a loose federation. flthough Karen demands ars impractisal largely
because the area claimed would contain a predominantly Burman population,
Prime inister Thakin Wu has arreed to establish a six-man committee, in-
cluding three Karens, te expedite a settlement of the Faren demands., Tt is
also possible that a member of the KNI will be given the nost of 'inister
for Karen Affairs in the cabinet,

So far, hoth the Government and the XNU have exercised consideralle
restraint and have been disposed to nepotiate, Thakin Mu has besn ecnsistent~
1y conciliatory towards the Xarens and the KU hes often disavowed the use
of violence to gain its ends, It would seem, at this time, that both parties
must realize the necessity of compromnise. The Government camot afforg the
development of serious cenflicts between Karems and Burmans as & considerable
portion of the military forces now engaged in suprressing the Commnist-
Teoples' Volunteer Organization insurrections are ¥arens, . In fact, Lt. Gen,
Smith Dun, the Karen Supreme Commander of the Burmess military forces, has
stated that he would never lead the army against his own people, Therefore,
in event of Karen-Burman friction most of these troops would either desert
to defend their native villages or turn upon the Goverrment, The KNU leaders .
no doubt realize that if the present Covernment falls, it will probably be
replaced by another far more to the left and their desires would be further
removed from realization, If the Karens support the Qovernment, after oo~
taining as many concessions as possibls from it, they can use such support
for bargaining purposes in the future. It would appear, therefore, that it
is probable that a modus vivendi will be reached in which some of the Karen
demandas will be met, On the other hand, it is possible that the Karens will
be intransigent in their demands because they fail to see any difference
between the ideclogies of the Socialist Government and the Communists, and
fear that, unless they are given independence, they will be persecuted by
a reunited Communist-Socialist coalition. In any case, since neither the
" lovernment nor the KM are capable of effectively controlling their respective
extremist elements, the recurrence of inflammable incidents leading to the
most serious tonsequences is definitely a continuing possibility.
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tHuk leader ur support of Soviet policy. The amnesty merry-go~round-
in the Philippines has now entered a desisive stage., Huk leadar Inis Taruc,

2 solf-avowed Commnist but generally considered nationalistically-inclined,
in a statement on 7 September, appears to have broken complotely with
Philinnine povernment policy and to have allied himeelf with that of the
"q7R, In a letter allegedly written by Taruc to a leading !'anila newspaper,
he urged the Filipino people to support Soviet policy in Asia and stated
that in the event of war between the United States and Russia, "an invasion

of our soil by Russians would not be an act against the Filipino psople but

against American militarists." Although Taruc has been ansistently and
increasingly anti-US during past months, he has previocusly disavowad jfoscow
affilintions, Public reaction in the Philippines to Tarue's current stand
will undoubtedly be adverse and will probably result in a renewal of the
-Government’s policy of strong military action against the Hukbalahap.
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